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The AESO is requesting written feedback from the Capacity Market Design Working Group (DWG) members about the content of the first draft Comprehensive Market Design (CMD 1) and about 
the working group session in which CMD 1 was discussed. This draft comment matrix is provided in advance to help working group members prepare for their upcoming session. Following the 
working group session, the AESO will post a final comment matrix one (1) day after the session. This final comment matrix should be completed by working group members within four (4) 
business days. The final feedback matrix is intended for working group members to provide written feedback about CMD 1 or the content of their working group session that is within the scope of 
their working group.  

The AESO will post all comment matrices and any other feedback received from working group members on www.aeso.ca and on the Capacity Market SharePoint site. Please note that the 
names of the parties submitting each completed comment matrix will be included in this posting. The AESO does not intend to respond to individual submissions.   

If you have any questions about this comment matrix, please email capacitymarket@aeso.ca 

http://www.aeso.ca/
mailto:capacitymarket@aeso.ca
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Name: Vittoria Bellissimo Organization: Industrial Power Consumers Association of Alberta (IPCAA)  

Date: February 26, 2018 

CMD Key Design Questions Comments and / or Recommendations 

1. UCAP: Can you support using 

Availability factor for dispatchable 

resources? Does the approach meet 

the intent of a resource neutral 

approach to capacity volume that 

reflects the deliverability of energy 

during periods of tight system 

conditions? 

IPCAA has some concerns with the proposed UCAP calculations. The AESO has decided not to use an EFORd approach, which accounts for 

suppliers’ forced deratings and outages over a year, and instead to use a much simpler process which considers suppliers’ performance in the 

tightest 100 Supply Cushion (SC) hours. When reviewing the data, it became apparent that many of the tightest 100 SC hours would not 

necessarily be construed as tight hours. In fact, in 2015, one of those hours had 819 MW of SC and the average SC for the 100 hours was 690 

MW. IPCAA has attached a graph portraying an analysis of hours using its own data, (which we believe closely mirrors the AESO data). 

Statistics on the Lowest 100 Supply Cushion Hours: 

 2013 2014 2015 2016 2017 

Average 66 539 690 458 268 

Maximum 195 719 819 583 398 

Minimum -5 -3 248 -7 0 
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CMD Key Design Questions Comments and / or Recommendations 
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CMD Key Design Questions Comments and / or Recommendations 

The AESO should consider using two criteria to limit the data: (1) tightest 100 hours of SC; (2) up to a maximum of 400 MW of SC (or consider an 

alternative, reasonable cap). This will likely yield different results. If we are going to use this data to determine UCAP, we want to ensure that our 

“look-back” does not include hours when we did not need supply. IPCAA is concerned that this metric could artificially restrict the volume of 

capacity that is available. 

Otherwise, the Availability Factor approach for dispatchable resources, seems appropriate. 

IPCAA notes that there are some concerns with how UCAP is calculated for variable resource. These were discussed in the Working Group 

meeting, but for clarity: 

1. Price Responsive Load – historically responded to price signals. When the market was very long (i.e. 2015), the top 100 hours of SC 

often fell in hours with low prices, meaning this load did not respond. A “look-back” would not be an appropriate evaluation of the capacity 

value of demand response in Alberta. 

2. Interties – historically responded to price spreads (arbitrage opportunities). A “look-back” would not be an appropriate evaluation of the 

capacity value of the interties. 

The UCAP calculation takes into account planned outages for generators that are captured in the previous 5 years of historical data. IPCAA 

believes the data should be normalized to remove planned outages from the UCAP calculation. Historically, generators did not have capacity 

obligations impacting their planned outage schedules. In the future, a generator will take into account planned outages via a proper financial 

incentive mechanism, including high prices and penalties. There will be a transition period when we are using historical data that does not reflect 

an environment where suppliers had capacity obligations, and we will need to recognize that behavior will likely be different going forward, with an 

obligation in place. 

2. Payment Adjustment Mechanism: Can 

you support using a 60/40 performance/ 

availability framework? Does the 

approach achieve the intent of higher 

adjustments to performance periods? 

IPCAA submits that the Payment Adjustment Mechanism should incent capacity suppliers to deliver on their obligations. We need an appropriate 

balance so that the mechanism provides incentive, without adding unnecessary risk to suppliers and thereby artificially raising the price of 

capacity in the auction. 

Suppliers will have the following financial incentives: 

1. The financial rewards provided by the energy and AS markets, incenting delivery during times of low SC and Energy Emergency Alert 

(EEA) events. Typically, at these times prices are significantly higher than a generator’s marginal cost and these time periods may 

provide a significant portion of a generator’s net revenue for the year.  

2. Financial penalties associated with non-delivery in similar periods when consumers are impacted both by high energy prices and 

reliability issues. 
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CMD Key Design Questions Comments and / or Recommendations 

There is also the added compensating mechanism of measuring a supplier’s UCAP during low SC hours. If a supplier does not perform, they will 

face a reduced ability to achieve revenue in future auctions and may have to buy-out of future capacity obligations already granted.  

As to the 60/40 performance/ availability framework, IPCAA understands and agrees with the AESO’s intent that performance periods are the 

periods of greatest system stress and as such should be assigned a higher amount of payment adjustments than the availability periods. 

However, there is some confusion as to how this framework will be implemented. 

The non-performance payment adjustment rate will be dependent upon the expected number of EEA hours for that year as determined in the 

base capacity auction, with the specific value of expected EEA hours for each delivery year based on reliability modelling. This is a confusing 

disconnect: using expected EEA hours, not actual EEA hours. The purpose seems to be to provide some certainty of the calculation in advance; 

however, it would be useful to see some examples. The AESO does note that the denominator could be set at an observed amount of historical 

EEA hours, or based on the EEA hours from the reliability model. 

On first examination, IPCAA agrees with the proposal that all unavailability payment adjustments collected by the AESO will serve to reduce capacity 

charges to consumers and that if there is no positive performance volume, all Non-performance payment adjustment funds will be allocated to load. 

However, we will need to understand if the structure of the overall Payment Adjustment Mechanism is adding any unnecessary or asymmetric risk 

to suppliers. The end goal should be that suppliers are incented to fulfill their obligations, without raising the capacity price unnecessarily.  

Has the AESO examined a “revenue neutral” Payment Adjustment Mechanism approach? What impact would this have compared to the current 

proposal with all unavailability payment adjustments being used to reduce capacity charges to consumers? 

3. Payment Adjustment Mechanism: Can 

you support a monthly cap at 300%? 

Does the approach achieve the intent of 

reasonably limiting adjustment 

payments? 

From an electricity ratepayer perspective, the level of the monthly cap is only a concern with regard to limiting downside risk for suppliers that may 

otherwise translate into higher capacity market offers. 

IPCAA understands that the AESO’s intent with the 300% cap is to limit the downside risk faced by poor performing assets. Unless we hear 

otherwise, particularly from potential new suppliers, IPCAA has no major concerns with this level. 

4. Payment Adjustment Mechanism: Can 

you support a 1.3x annual revenue/ 

rebalancing assessment limit? Does 

the approach achieve the intent of 

ensuring capacity resources are 

available for the obligation period? 

From an electricity ratepayer perspective, the 1.3x annual revenue/ rebalancing assessment limit appears reasonable. Again, we need an 

appropriate balance so that the mechanism provides incentive, without adding unnecessary risk to suppliers and thereby artificially raising the 

price of capacity in the auction. IPCAA fully expects that suppliers will take the penalty into account and apply a premium into their capacity offers; 

however, we want to limit this. As such, applying an annual cap that is slightly higher than the potential revenue is appropriate. 
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CMD Key Design Questions Comments and / or Recommendations 

5. Market Power Mitigation: Can you 

support setting a market power screen 

as a fixed percentage of aggregate 

UCAP requirement for the auction? 

Does the approach meet the needs of 

mitigating supplier market power? 

IPCAA can support a setting a market power screen as a fixed percentage of aggregate UCAP requirement for the auction. However, the actual 

percentage will need to be examined regularly to ensure that there are no firms who are not captured by the screen who are, in fact, able to 

exercise market power.  

The current proposed market power screen, to mitigate all capacity suppliers that control over 15% of the UCAP in the market, would mitigate the 

two largest Alberta capacity suppliers, under current market conditions. This level seems appropriate, given historical experience in the energy-

only market; however, the screen level should be tied to the updated analysis. IPCAA requests that the analysis be made available to the Working 

Group once it is updated.  

The AESO has stated that: “the AESO and Brattle conducted a preliminary test to determine the size of the capacity portfolio at which a firm 

begins to have an incentive to withhold capacity. The test is dependent on the shape of the demand curve utilized in the capacity auction, as this 

will determine how sensitive the auction clearing price is to changes in supply due to withholding.” Given that the analysis is depended on the 

shape of the demand curve used in the auction, it is appropriate for the AESO to re-examine the market power screen once the demand curve is 

set.  

6. Market Power Mitigation: Is a price cap 

of 50% of net CONE appropriate to 

mitigate the offers of suppliers with 

market power? 

The appropriateness of the level of the price cap will depend largely on the number of suppliers who are deemed to have market power (those 

who fail the market power screen). This price cap level will need to be examined regularly, in concert with the re-examination of the market power 

screen, to ensure we are not creating perverse outcomes. 

According to the AESO, “Based on the preliminary results from the AESO analysis of estimated net going forward costs, the default offer cap was 

set at 50 per cent of net-CONE. This level would allow most technology types to recover their full net going forward costs without applying for a 

unit specific offer cap.” When can we expect to see the final analysis? Also, were government payments to coal-fired generators included as part 

of this analysis?  

Has the AESO modeled the current supplier mix, assuming the largest two Alberta suppliers are mitigated, to ensure that we are not over-

mitigating and artificially suppressing the capacity market price? 

7. Market Power Mitigation: Do you think 

there is sufficient support that 

mitigation of buyer side market power 

is not initially required in the capacity 

market? 

IPCAA submits that given the present composition of load in Alberta, there is no need to focus on buyer side market power mitigation. 

8. Delisting: Are there some 

circumstances where the delist bid of an 
IPCAA submits that If a generator wishes to delist, and it is not doing so to exercise market power, it should be removed from the market.  

Continued participation in the energy and AS market would likely lead to interference with new investments revenue and may impede new 
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CMD Key Design Questions Comments and / or Recommendations 

asset does not clear but the asset 

continues to participate in the energy 

market? 

investment and harm investor confidence. IPCAA acknowledges that the AESO’s proposal requires resources that wish to delist to demonstrate 

their net avoidable costs so that the economics of the delist decision can be evaluated.  

9. Delisting: Should a resource be able to 

delist from the capacity market but be 

eligible to participate in the energy and 

ancillary services market? For 

example: 

a. An asset of a non-mitigated 

supplier fails to clear, should it 

be allowed to continue energy 

market participation? 

b. For long outage requirements 

that are for a substantial 

portion of the year? 

With regard to delisting, there are varying circumstances to consider, as outlined in the AESO examples: 

a) In a competitive market there can be circumstances in which a generator may fail to clear a capacity auction. This does not mean that the 

generator should immediately have to delist. They should be able to participate in the energy and AS markets. If this pattern continues, IPCAA 

recommends that their behavior be reviewed to better understand the circumstances causing both a second failure to clear the capacity auction 

and continued participation in the energy and AS markets.  

b) For the situation where a generator expects to experience long outage requirements that are a substantial portion of the year, it will be vital to 

examine whether or not this supplier has an opportunity to exercise market power, and how that situation is impacted by the potential delist of this 

one generator. It should be noted that suppliers have other mechanisms at their disposal, other than delisting, for example, asset substitution. 

However, if asset substitution will not work in this instance, if the outage is long enough, perhaps delisting would be optimal for the market.  

IPCAA notes that the AESO has proposed a process whereby all qualified capacity resources that wish to retire, mothball or derate a resource’s 

capacity need to apply for a must-offer requirement exemption. Each must-offer requirement exemption request will be reviewed on a case-by-

case basis based on the facts and circumstances that exist at the time of the exemption request. A similar process could be used to determine if 

generators with very long outage requirements should be permitted to delist for the year. At the very least, this would ensure the AESO is aware 

of the situation and able to modify its capacity procurement plans as appropriate. 

IPCAA recommends that specific circumstances be examined, instead of implementing a blanket rule for all suppliers. 

10. Transition to Capacity Market: Is a 

rebalancing auction for first obligation 

period 2021/22 required and practical? 

IPCAA suggests that one re-balancing auction for the first obligation period 2021/22 is reasonable and should be part of the schema in order to 

true up obligations with demand. 

 

General Comments 

 

 


